The stage of the formation and establishment of a market economy in Georgia raises the necessity for economic science to solve fundamentally different problems concerning the improvement of the investment environment and investment climate in national economy. After the collapse of the former Soviet Union, the replacement with new relationships has been quite difficult and painful in which foreign investments should play a crucial role. Issues to be discussed include the questions that explore some of the categories and the constraints of the investment climate (potential). All this leads to the relevance of the article and, therefore, determines the purpose of the article. The research process uses general dialectical methods of socio-economic research (description, analysis, systematization, abstraction, synthesis) as well as modern methods of research of economic theory (systemic, institutional, evolutionary). The scientific aim of the research is to highlight the current issues of the investment environment and investment climate in economy, to study the transformation processes taking place in Georgia during the last two decades, to conduct analysis using proper methods, to show the current social and political as well as other important processes, to generalize them and to form proper opinions. Findings based on research suggest that it is possible to speed up the process of economic development of Georgia. However, the situation will remain difficult in the region and the factors causing the recession _ instability in oil prices and the weakening of the national currency against the US dollar will still be present. In conclusion, the opinion can be formed that a stable and predictable legislative process is important for the investment environment. Therefore, all the parties that may undergo the changes should be informed and involved in every project planned by the government; At present, it becomes necessary to further extend the deregulation policy, which should include the development of financial and investment sectors and support of the establishment of appropriate infrastructure, promotion of the further development of microfinance institutions, investment companies and funds, designing the system of investment insurance and stimulation, elimination of unnecessary bureaucracy and artificial barriers, etc.
Introduction
The study of the investment potential is one of the urgent problems for modern Georgia at the state as well as at the regional and local levels. DOI: 10.1515 DOI: 10. /cks-2016 Nowadays, it is recognized that in modern conditions effective investment policy should be based on the development of the following basic principles:
 Improving the legislative provision of investment activities;  Focusing investment policy on the strategic directions of investment programmes;  Joining the efforts of corporations in the framework of regional investment policy in order to pursue their common interests;  Systematic monitoring of positive and negative trends in the development;  Creating a favorable investment climate and its improvement. The development of the modern world is a multifaceted and heterogonous process. The processes taking place at the international level are distinguished by their inherent specificity and at the same time combine the processes occurring in various states. Political boundaries have long been overcome by capital, especially by financial capital and it should inevitably be considered to be a global benefit.
About the Formation of the Investment Environment in Georgia
In recent years against the background of the apparent deficit of funds increased demand for investment assets, its deficiency and obvious restrictions on its access have become one of the problematic issues. This tendency becomes relatively apparent in developing countries and in the ones with transition economies. (Gavtadze, G.2009) In Georgia the situation was further aggravated by the war with Russia, an economic blockade, political changes, etc. Consequently, the prospects of country's future development are significantly determined by attracting real investment resources in economy and increasing investment opportunities. At the same time, the growth of local investment potential as well as the support of inflow of foreign investment resources is considered. Formation, strengthening and growth of the investment potential of the whole country and its individual regions can play a crucial role.
The investment environment is the system of socio-economic relations that is formed on the bases of the impact of a sufficient number of interrelated processes on the micro and macro economy and leads to the motivation of a sustainable investment.
The indicators affecting the investment environment are as follows: macroeconomic parameters, financial condition, private property, debts and their services, tax regime, political risks and the danger of a force majeure and geopolitical location.
It should be noted, that among the factors influencing the investment climate the geopolitical position of the country is the only one the state cannot influence. It is formed through the geographic and global processes taking place in the world. However, the government can create appropriate conditions for foreign investors to choose one particular country from the choices given to make capital investments. The investment environment of the country implies the actual conditions existing in the country which determine intense attraction of the increasing amount of the long-term foreign capital or its decline. In other words, based on the specific circumstances, the investment environment may be favorable (encouraging) and unfavorable (impeding). Every investor considers these factors before taking specific steps. Thorough analysis of the investment environment of the country and careful consideration of risk factors is the primary task of every investor. . (Baratashvili, E. Magrakvelidze,D. 2009) In this respect the current situation in Georgia cannot be evaluated unambiguously. In terms of developing the necessary measures to improve the investment environment in Georgia it is recommended to loosen monetary policy. Overly restrictive monetary policy hampers investing activities. It should be taken into account that in the country the accumulation process indicated by J. Keynes can be observed: investments are less than savings. ( Chixladze,N. 2008) This procedure is mainly the result of low efficiency and low investment attractiveness of the real sector. Therefore, the government should stimulate small and medium-sized businesses oriented on material manufacturing, which provides (in combination with the economy regulation using monetary methods) the revival of investment activity and will create the preconditions for sustainable development of national economy. The investment environment in modern Georgia is clearly difficult to assess for many reasons. As a rule, foreign investors are positive about the diversity of natural resources. In general, they are willing to invest significant amounts of money in obtaining and processing natural resources.
Situation is not easy concerning labor resources. Despite the fact that in terms of the demographic data, Georgia is quite highly qualified labor force on the labor market, its price is significantly low. This creates favorable conditions for foreign investors. On the other hand, it should be noted that as a result of a labor organization formed in the social conditions the workers are accustomed to the strict formal control, accurate regulation, low initiatives, etc. They are less likely to attract foreign investors by these characteristics. The nature of the economic development of the recipient country, which reflects the growth and development rates, inflation level, and the size of internal debts, etc., is very important for the investor.
The Factors Forming the Investment Climate in Post-Soviet Georgia
It should be noted that in attracting foreign investment Georgia has competitors. They are CIS countries, which have more success in encouraging the process of attracting foreign investment. The formation of the investment environment of the country is influenced by the following factors:
1. Macroeconomic conditions (the size of GDP, GDP per capita, GDP growth rate, inflation, exchange rate); 2. The level of export orientation (the share of manufactured products which are exported); 3. Social and political factors; In the investment field of the country the opportunities to enhance the effectiveness of the economy are still little, but they are growing especially at the expense of attracting foreign capital. Therefore, the necessity to efficiently use these funds is expanding while the investment processes, unfortunately, remain chaotic in certain areas of the economy.
The improvement of the investment environment through the reduction of tax rates is of particular note. The new Tax Code came into force on January 1, 2005 and since then it has undergone many changes. ( Chixladze ,N.2004 )The major part of the changes was related to the reduction of types of taxes and their rates (Table 1) . By drawing up a new Code the government maximally opened the borders for movement of goods; export-import quotas were abolished and the average import tariff was equal to 1.5%. This fact contributed significantly to the maintenance of high rates of turnover under embargo as well as during the post-war crisis period. (Gechbaia,B. 2013) Stable economic development, liberal and free market economic policies, only 6 taxes and reduced tax rates, a small amount of licenses and permits, simplicity of administrative procedures, preferential trade regimes, a favorable geographical location, well-developed and integrated transport system, an educated, qualified and competitive labor force, and many other factors create a solid ground for starting up a business in Georgian and for its successful development.
Some of the factors may seem internal but they may have a great impact on the investment climate. In this regard, special attention should be drawn to the problems of the protection of property rights in post-revolutionary Georgia. Solid guarantee to protect property rights is one of the necessary components of a liberal market economy.
It Obviously, this has had a negative impact on investments, and the state index has fallen in the international rankings.
Foreign Investments in Georgia 3.1 State Regulation of Foreign Investment
State regulation of foreign investment made in the economy should aim at two objectives according to which the functions of the regulatory organizations are also formed. (Kokiauri,L.2012 The investment potential is formed by the combination of objective conditions that depend on diversity of investment areas and facilities. The investment potential of the state combines eight elements that can also be used successfully with regard to the region. These include:
1. Commodity resources -the major commodity stocks and reserves; 2. Labor resources -labor force and education level of the employees; 3. Production potential -the overall results of economic activity of the natural and legal persons in a corresponding territorial unit; 4. Innovative potential -investments in research, education and development, technical and technological innovations and opportunities for their implementation; 5. Institutional potential -the level of development of basic market institutions; 6. Infrastructural potential -the capacity, condition of existing infrastructure and the opportunities of its use; 7. Financial potential -financial assets, reserves of companies, financial institutions, the international or other organizations of the state and in its territorial unit; 8. Consumer potential -the purchasing power of the population considering their real incomes.
Analysis of the Macroeconomic Environment and the Dynamics of Foreign Investment
Increasing the scale of investment attraction in the economy of Georgia is one of the most important tasks at a current stage. Its successful solution depends entirely on increasing the investment attractiveness in the eye of the potential investors. In this context, the main objective is the creation of such necessary conditions for the investors that will have the positive effects on investor's decisions to invest capital or to select a particular object. The object could be a separate project, the company, the city, the administrative and territorial unit, region or the entire country.
Georgia is one of a few countries in the region, which against the background of a widespread economic recession not only maintained the positive dynamic of GDP growth in 2015 but also improved it -in the beginning of 2015 the expected 2% growth reached 2.5% (if compared, at the end of 2015 in Russia a 3.8% decrease was observed while in Azerbaijan it comprised only 1.1%, and Kazakhstan experienced a 1.2% growth).
Among the neighboring countries the growth rate (4.2%) in Turkey was higher than in Georgia, but as the World Bank experts predict in 2016-2017 Georgia is expected to catch up the pace of growth of Turkey. They also suggest that our country will overcome recession earlier than others in the region and in 2018 GDP growth will reach 5%. This will be the best indicator compared to the neighboring countries.
Graph 1 GDP dynamics in 2010-2015
In 2007Georgia The country managed to avoid serious collapse thanks to the aid of the donors allocated to Georgia after the war in August, 2008. Otherwise, the investment level the year could have been one of the lowest.
In 2012, in Georgia foreign direct investment decreased by 28% . As the domestic capital market is still underdeveloped, economic growth significanlty depends on external funding sources, and in particular, on foreign direct investment.
One factor is to be considered. Since 2004, there has been an increase in investments in Georgia. However, the investments were mainly directed towards the real estate and not to the reanimation and improvement of production. The money was directed to the construction, but not to the production of the construction industry. The money was spent on the creation of real estate (construction of houses, apartments, etc.).
The illusion was created that there was money in the country, poverty was overcome. The second part of the funds was used by banks to grant credits, and once again to purchase foreign goods (mostly household and other types of appliances).
Naturally, in such conditions the flow of investments could not ensure the stimulation of business and its growth.
If the dynamics of foreign direct investment will be discussed within the previous three-year period (2013) (2014) (2015) their average annual rate is higher by 30% compared with the same figure of the previous three years (2010) (2011) (2012) . In 2014 the rate of foreign direct investments (1.7 billion US dollars) is the highest within the last 5 years.
It is important to note that this improvement takes place in very difficult circumstances -the low oil prices on the international markets and strengthening of US dollar against virtually all major DOI: 10.1515/cks-2016-0002 currencies had dramatic impact on the world and particularly on our region. Obviously, if not the external factors the tendency of economic growth in Georgia would have been sharply upward: in the first half of 2014 a 6% increase was observed and the World Bank predicted that the average annual growth over the next few years should not be less than 5.5%. Thanks to these results, despite unfavorable general context, economy of Georgia turned out to be sufficiently sustainable and ready to cope with external shocks, and the investment environment maintained its attractiveness.
Source: http://www.geostat.ge
Graph 2 Foreign direct investments in Georgia in 2011-2015 (million USD)
In 2014 a great historical event took place -Georgia and the EU signed an association agreement, and later -the deep and comprehensive free trade agreement. Undoubtedly, this fact is of huge political significance. In economic terms, this means the free circulation of goods and services to half a billion consumers in the European market where GDP per capita is more that 25 thousand Euros. Moreover -for European investors it means to establish rules of the game understandable and familiar for them with regard to product quality, security, copyright protection and many other fields. For the rest of the world it means recognizing Georgia as a business hub where you can produce goods meeting European standards at a much lower cost in Georgia and sell it in Europe. The logical continuation of the process is the progress achieved in terms of visa liberalization.
Foreign direct investment made in Georgia in 2015 amounted to 1351 million US dollars, which is 6 % more compared with the preliminary results of 2014 and 23% less compared with the revised data of the same year. Reinvestment in 2015 amounted to 22% of total foreign direct investment (Graph 3)
Graph 3 Foreign direct investments and reinvestment in Georgia in 2011-2015 (million USD)
In 2015 the share of FDI of three largest investor countries, according to 2015 preliminary data amounted to 63%. Azerbaijan occupies the first place (40%), the second -the United Kingdom (15%), and the third -the Netherlands (8%) (Fig 2) .
Figure 2 The share of the largest investor countries in 2015 (%)
In 2015 the share of the three largest sectors (according to FDI) comprised 68%. The largest foreign direct investment was made in the transport and communication and amounted to 594 million US dollars, which is 44% of the total foreign direct investment. The financial sector is in the second place_ 191 million USD, while the construction takes the third place by 129 million USD (Fig 3) .
A significant achievement, which can be emphasized, is the Silk Road corridor through Georgia which came into operation not only declaratively but practically _ cross-regional traffic is now active. In 2015, the Trans-Caspian railway route was opened that will unite China, Kazakhstan, Azerbaijan, Georgia, Turkey, and in the near future the European countries as well. DOI: 10.1515/cks-2016-0002 Source: http://www.geostat.ge
Figure 3 The largest foreign direct investments according to the economic sectors in 2015 (%)
At the end of 2015 the first goods train crossed Georgia. It will carry out the regular shipments from South Korea and China to Turkey. More recently it became known that the Ukraine, Kazakhstan, Georgia and Azerbaijan agreed on the reduction of tariffs on Trans-Caspian international routes that creates a competitive alternative to the route across Russia. All these are the individual elements of the whole process showing the privilege of a transit country.
Each investment is often the result of difficult and lengthy negotiations that last for a number of months. Therefore, the quarter and the year which will reflect a certain transaction in the balance of payments of the country is often uncertain. Although the specific projects will be reflected in the statistics of the following years, their implementation was made possible thanks to the investment environment in 2014-2015. In this respect not only foreign investments, but major deals and the new projects of this period should be assessed.
The ones among the 2015 projects are as follows:  Apart from NENSKRA HPP agreement the negotiations with Jewish investor, the company Elbit Cyclon are concluded and for the first time in Georgia the construction of high-tech material aircraft parts has started. The products will be consumed by Boyeing, Airbus, Bombardier and other well-known companies in this sector.
 A thermal power plant equipped with modern technologies in Gardabani was set up. Agreement was reached with the investor and development of several rural enterprises has started (including hidroponic greenhouse in Imereti, growing blueberries and their processing and storage in Guria, the pig-breeding complex in Kvemo Kartli region);  The five-star "Rixos" Hotel was opened in Likani and the construction of "Best Western" hotel started in Kutaisi.  The enterprise producing sandwich panels was built on Rustavi highway and the construction of a shopping center in the village of Rukhi has begun.  In the Partnership Fund up to 30 projects are under discussion.
Discussion
A large part of the above listed projects will be financed in 2016 and in coming years. Therefore, 2016 will be better than 2015 in terms of specific investments and the perspective of economic growth. According to the recent forecast of the World Bank, the GDP will increase by at least 3% in 2016, 4.5% in 2017 and 5% in 2018. However, as it happened last year, it is quite possible that the real results will be better than the forecast.
If we consider the current and prospective projects, in 2016-2017 significant investments are expected in the field of energy, where 10 projects have already been implemented and 104 projects are under implementation. Investments will also continue in development and construction, where the level of prime cost is currently very low and, accordingly, the investment attractiveness is high. Since the flow of tourists continues to grow, the progress is expected in the hotel business and related infrastructure. I believe the start of Anaklia port project will significantly change the structure of investment and will have a positive effect on the transport sector. The growing investment is also expected in the medical sector.
In 2016-2017 private investment will be encouraged by the increasing availability of international financial markets: if conditionally, a decade ago only one private Georgian company was on the London Stock Exchange ("Bank of Georgia"), in 2014-2015 the two companies were added ("TBC Bank" and "Healthcare Group"). According to my information, several other private groups are preparing to have their shares on the international stock exchanges or issue bonds.
At the same time, new multilateral financial institutions and banks promoting export have been added to the international financial institutions (EBRD, EIB, ADB, IFC) that have been traditionally active in our region. For example, the Asian Infrastructure Investment Bank AIIB, China Development Bank, Korea Development Agency, the Italian SACE, Export-Import banks of Eastern Europe and others. Thus, if well-structured and commercially sustainable projects are offered investors will have access to relatively inexpensive financial resources.
As for the supposed geography of investors in 2016, a further intensification of the Silk Road countries is logical to expect and in particular China, which was the leader in terms of the investment in 2014. It will try to expand its portfolio in the region. Turkey (considering the complicated trade relations with Russia) will likely try to find alternative sales channels for products through relocating its businesses to Georgia. I expect that in the next 2-3 years countries in Eastern Europe will become more active through the support of strategic investors and the banks promoting export as well as through a variety of investment funds.
The motivations of foreign direct investment are also changing that suggests that over time, the inflow of foreign direct investments will be less focused on penetration of the local market and will bring the efficiency-oriented investments forward.
Therefore, the state government should be ready in advance and at least contribute to the development of the areas, such as:
 Scientific and knowledge-based sectors;  Secondary and higher education system; DOI: 10.1515/cks-2016-0002  Training centers and training new, highly-qualified staff in those sectors that are demanded by investors. Although according to the forecast of international analysts the process of economic development of Georgia will speed up the situation will remain difficult in the region and the factors causing the recession _ instability in oil prices and the weakening of the national currency against the US dollar will still be present. Therefore, on the one hand, a balanced monetary policy should be carried on. On the other hand, economic growth should be stimulated and all the economic policy decisions should be subject to the latter.
In this respect the government's new initiative concerning tax exemption for reinvested profit is of note. It will instantly release the resources to invest in active enterprises, while in the medium term it will encourage the opening of new companies. Suffice it to say that in Estonia, which carried out a similar reform in 2000, after 4 years, the GDP growth rate has doubled, while foreign direct investment has tripled.
Recently, health programs and other social projects have been financed by the budget. In order to withstand the pressure of the social expenditure, it is necessary to widen the income base of the budget that is to accelerate the economic growth. This will be a challenge for 2-3 years until the average annual economic growth reaches the previously estimated level of 5.5%.
It should be noted that in 2014-2015, according to the Global Competitiveness Index Georgia occupied 69 th position, its rating score was 4,22 (a moderate one). Georgia has progressed 3 steps forward in the rating.
Graph 4 Ratings of Georgia by years
State investment programs should be one of the stimulating factors for GDP growth, such as road construction, development of regional infrastructure, etc. Despite the large funds allocated in this direction the speed of the implementation is still to be accelerated.
Conclusion
Based on the foregoing, we can conclude the following: 1. A stable and predictable legislative process is important for the investment environment. Therefore, all the parties that may undergo the changes should be informed and involved in every project planned by the government;
2. The growth of investment potential in developing countries and the aim of attracting investments in the national economy on its basis can be formulated as follows: a) the necessity of restrictions on moving capital from the state; b) creating favourable environment for the growth of the national investment market. 3. At present, it becomes necessary to further extend the deregulation policy, which should include the development of financial and investment sectors and support of the establishment of appropriate infrastructure, promotion of the further development of microfinance institutions, investment companies and funds, designing the system of investment insurance and stimulation, elimination of unnecessary bureaucracy and artificial barriers, etc. 4. It is desirable, that the process of reforming specific issues important for business environment did not take too long so that the target groups could easily overcome the transitional period and take measures to adapt to the new reality; 5. The government should maximally refrain from passing such laws, which impose unjustified restrictions on local and foreign investors and hamper the development; 6. The government should refrain from making such regulations, which restrict competition on specific markets and give advantage to certain companies; 7. The work should be carried out in the following directions:: a) reaching macro-economic and political stability; b) adopting the policy for the conflict regions; that will bring the results c) supporting the production of competitive products; 8. The state government should be ready in advance and at least contribute to the development of the areas, such as: scientific and knowledge-based sectors; secondary and higher education; training centers and training new, highly-qualified staff in those sectors that are demanded by investors.
